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HAND DELIVERED

William F. Caton, Secretary

Federal Communications Commission
1919 M Street, N.-W., Room 222
Washington, D.C. 20554

Re: CC Dkt. No, 94-1
Dear Mr. Caton:

This letter is to notify you, pursuant to the Commission’s ¢x parte Rules, that on January
4, 1995, representatives of an 3d hoc coalition of education interests met today with Chairman
Hundt and Karen Brinkman, Karen Kornblum and Robert Peck of the FCC’s staff to discuss the
regulatory proposal made in their filings in the above proceeding. The following people
participated in the meeting on behalf of the education coalition:

Carol Henderson and Betty Turlock, American Library
Association
Frank Withrow, Council of Chief State School Officers
Tom Koemer, National Association of Secondary
School Principals /
Michael Resnick and Michelle Richards, National
School Boards Association
Bob Chase, John Yrchik and Carolyn Breedlove,
National Education Association
Maurice Travillian, Chief Officers of State Libraries
Judy Gray, Issue Dynamics, Inc.
Henry Rivera, Ginsburg, Feldman and Bress
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The attached document was presented to the Commission attendees. The meeting ended too
late in the day to file this letter on January 4, 1995.

Sincerely,

Henry M. Rivera

cc: Chairman Reed Hundt
Karen Brinkman, Esq.
Mr. Robert Peck
Ms. Karen Kornblum

Enclosure
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FOR IMMEDIATE RELEASE: July 13, 1994

CONTACT:

Carol Henderson, American Library Association
Washington Office, 202-547-4440

Frank Withrow, Council of Chief State School Officers

202-336-7003
Carolyn Breedlove, National Education Association

202-822-7310
Tim Dyer, National Association of Secondary School Principals

703-860-0200
Jay Butler, National School Board Association
703-838-6225

COALITION PROPOSES PLAN TO FCC TO CONNECT SCHOOLS AND
LIBRARIES TO THE NATIONAL INFORMATION INFRASTRUCTURE

Plan Could Make Available 5306 Million a Year for Wiring and Connections

WASHINGTON, D.C. (JULY 13, 1994) In a move that could have a
dramatic impact on the speed with which the nation’s schools and
libraries are connected to the National Information Infrastructure,
an alliance of education and library groups presented the Federal
Communications Commission (FCC) with an innovative plan that uses
regulatory policy to benefit the public without raising prices.

The innovative proposal was submitted to the FCC as part of a
"price cap" proceeding to review how best to set the rates charged
by local telephone companies for long distance companies to have
access to their networks. Currently, a complex formula requires an
annual rate adjustment that includes something known as the
"Consumer Productivity Dividenda (cpD)."

However, according to the Coalition filing, “the record is clear
that this benefit has not materialized for most, if any, consumers.
Residential and small business long distance rates, in fact, have
been increasing the past two years according to the FCC'’s own
analysis. At best, the ‘dividend’ has disappeared down a regulatory
black hole, leav:mg the vast majority of consumers without any
noticeable benefit."

- more -
Mational Education Asecciation
Mational Association &tiutl.selool Boards 1201 16th St.. N.W.
of Secoadary School Priacipels Assecistion Waskingeon, DC 20036~3290

1904 Associetios Drive 1680 Duke Street
Restos., Virginia 22091-1537 Alexandria. Virginia
22314-3493

Council of Chief American Library Association
State School Officers - 110 !(-;quld Avesuws. N.E.
One Massachusetts Avegtus, washiogton, DC 20002-567S5
N.wW.

Suite 700
Kashrretae . NC.20NN)~3470

NATIONAL EDUCATION ASSOCIATION
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The Coalition urged the FCC to redirect the CPD into a program
tc pay for investments made by local telephone companies in
educational and library infrastructure in their territories. "The
system would work as a significant incentive for (local telephone
companies) to meet the urgent universal service needs of education

" and libraries to be effective users of the information superhighway

in the future," according to the filing.

If this proposal is adopted, up to $300 million a year could be
made available, every year, for connecting schools and libraries.
*This may sound like a lot of money," said Keith Geiger, President
of the National Education Association, a member of the Coalition,
"but it is only a small part of what is needed to bring every
school, classroom and library into the information age."”

Arthur Curley, President of the American Library Association,
noted that "this plan will help make sure that the public is the
real beneficiary of this dividend. As libraries are wired and begin
to offer new services, millions of people will be able to access
new and emerging services through their local libraries."

Tim Dyer, Director of the National Association of Secondary
School Principals, explained that "this will jump-start giving kids
a window to the world, regardless of where they 1live. They
shouldn’t have to wait for the opportunities that advanced
technologies offer."”

Gordon Ambach, Executive Director of the Council of Chief State
School Officers, stated, "This coalition filing can be a beginning
step in realizing the objective of making available the every day
modern communications tools of the workplace in each and every
classroom for use by all teachers and students."

Boyd Boehlje, President of the National School Boards
Association, said,"with this plan, the FCC has a concrete, workable
opportunity to help realize the Clinton Administration and NSBA
goal of ensuring that every school child in the country has
meaningful access to the abundant education resources on the
Information Superhighway."”
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The alliance of education and library organizations who are
participating in the filing are:

American Library Association

Council of Chief State School Officers

National Association of Secondary School Principals
National Education Association

National School Boards Association

Endorsements have been received from:

American Association of School Administrators
Chief Officers of State Library Agencies
Congressman Major R. Owens

Congressman William D. Ford

Consortium for School Networking

National Association of Elementary School Principals
National Association State Boards of Education
Oregon Library Association

Rural Electrification Administration



FACT SHEET

Background:

Proposal:

Since 1991 the rates that local telephone companies
charge long distance carriers to complete long distance
telephone calls (commonly referred to as access
charges) have been regulated under the FCC’s price cap
plan, instead of rate~of-return regulation.

Price caps are designed to (1) increase incentive to be
efficient, (2) permit flexibility in pricing as
competition is introduced and (3) protect ratepayers
from risks of competition.

Under price caps, access rates have decreased, profits
on price caps to local companies have gone down, and
long distance rates have remained stable.

Part of the price cap formula is an "extra'" element
called the "consumer productivity dividend" or "CPD."
This was to off-set uncertainty as to proper rate
levels and to encourage greater efficiency on the part
of local telephone companies.

The CPD is one-half of one percent of the access
revenues, and is subtracted each year from the rates
that can be charged by the local telephone companies
for access to the network.

In a plan to better direct the CPD to consumer and
public interest purposes, we are proposing that this
dividend be used to incent the connection of schools
and libraries to the NII.

Historically, this amounts to about $300 million a
year. Under the proposal, local phone companies would
develop plans to wire the most needy schools and
libraries first, and then the rest, and charge the cost
of these services to the CPD.
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FOR IMMEDIATE RELEASE: Embargoed until Nov.17,1994 10:AM

November 15, 1994

CONTACT:

Carol Henderson, American Library Association
Washington Office, 202-547-4440

Frank Withrow, Council of Chief State School Officers
202~-336-7003

Carolyn Breedlove, Natlonal Education Association
202-822-7310

Tim Dyer, National Association of Secondary School Principals
703~-860-0200

Jay Butler, National School Board Association
703-838-6225

NATIONAL EDUCATION LEADERS ASK FCC FOR ACCESS TO TECHNOLOGY NOW
Innovative Proposal Offers $300 Million Connection Solution

WASHINGTON, D.C. -- An alliance of five national education

groups today launched a coast-to-coast campaign to help the federal
government provide incentives to link the nation’s classrooms and
libraries to the National Information Infrastructure immediately.

At a news conference in Washington, leaders of the American
Library Association, Council of Chief State School Officers, the
National Association of Secondary School Principals, the National
Education Association and the National School Boards Association
released an open letter to Vice President Al Gore and to Federal
Communications Commission Chairman Reed Hundt. The letter
expresses the alliance’s growing sense of urgency and asks the FCC
to revise its price cap plan as a means of financing the
development of the NII.

"The voice of education must be heard on this issue," said
Keith Geiger, president of the National Education Association.
"Funding proposals or credible plans to connect schools and
libraries to the NII do not exist. A generation of learners will be
short changed if we depend on the status quo." Geiger added that
under the alliance’s proposal, $300 million could be generated each
year, every year to link schools and libraries without raising
prices or taxes.

NATIONAL TUUCATION ASSOCIATIO!

~more-
Natenal As sonsien of Couned of Chisf State Seneol Officers Nationsl Schael Gaaras Arnencan Liecy Asracistion i A
Secandary Schoel Prncpais One Messachsets Avenue, NW. Assocuon 110 Manpand Avenue, K.E 1201 160h Strest, MW,
1640 Duke Streec washngion, 0C 20002-5675 Washungton, DC 20036.3290
.
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The alliance presented its plan to the FCC earlier this year
after the Commission asked for comments on whether the current rate
structure local telephone companies use to provide long distance
companies access to their networks could be redirected to schools
and libraries seeking access to the NII.

Currently, the formula requires annual rate adjustments that
include a "Consumer Productivity Dividend" (CPD). The alliance
maintains those dividends have not been going to consumers. 1In its
filing at the FCC, the alliance says "...residential and small
business long distance rates, in fact, have been increasing the
past two years, according to the FCC’s own analysis. At best, the
‘dividend’ has disappeared down a regulatory black hole, leaving
the vast majority of consumers without any noticeable benefit."

The solution, according to the alliance, is simple: The FCC
should dedicate the CPD funds to ensure that local telephone
companies are given incentives to link schools and libraries as the
information superhighway is built through the nation’s
neighborhoods.

The estimated cost of connecting and estimated 84 thousand
public schools ranges from slightly over $2 million for basic
access to approximately $112 billion for access to high speed,
advanced networks.

"The first hookup is always the hardest to get," said Arthur
Curley, president of the American Library Association. '"However,
our plan to establish this missing link indeed, is an important,
vital first step. Library users and workers realize the incredible
potential that connectivity to the Internet and other on-line
networks bring. "We want to make sure these services don’t bypass
our facilities, and we urge the FCC to act on our proposal now so
that we can realize this important goal."

"Communications technology in the schools and libraries is an

absolute must. It will open up new doors of educational
opportunity and ensure that we, as a nation, are ready to succeed
in an increasingly technological marketplace," said Thomas A.

Shannon, Executive Director, National Schools Boards Association.

FE#f
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November 17, 1994

Vice President Albert Gore
Office of the Vice President
Oid Executive Office Building
Washington, DC 20501

The Honorable Reed Hundt, Chairman
Federal Communications Commission
1919 M Street, N.W,

Washington, DC 20554

Dear Vice President Gore and Chairman Hundt:

In the last several years, telecommunications policy making in America has
been dominated by large industry interests attempting to work out a new
framework for competition within the telecommunications industry. Although the
American public rates learning as the most important potential use of the emerging
national information infrastructure, schools and libraries, two of the most critical
public conduits for information, have largely been bypassed in the
telecommunications debate.

The groups assembled in this coalition feel strongly that the voice of
education and lifelong learning must be heard on this issue. To do otherwise would
be to risk our national future and to compromise the very conditions of our
democracy. If our citizenry is segregated into those who can access and use
information and those who don’t have the tools or knowledge to do so, where is
equality of opportunity? Where is the possibility for effective political discourse?

We recognize and applaud the Administration for the support it has given to
the school and library role on the information superhighway. In January of this
vear, Vice President Gore, you told industry leaders, “We cannot tolerate--nor in the
long run can this nation afford--a society in which some children become fully
educated and others do not; in which some adults have access to training and
lifetime education and others do not.” We agree. This complements your own
statements about the importance of connecting schools and libraries to the NI,
Chairman Hundt. ’

fieéa

NATIONAL EUUCATION ASSOCATION

Councd of Chisl Stacs Scheol Officers Natmnsl Scheol Soards Amencsn Library Asseciation N. ol Egucsten A
One Massechusens Avenue, N.W. Assecsaton 110 Marand Averue, N E 1201 181N Street, KW,
1630 Ouhe Street Washingion, OC 20036-3710

Suxe 700 Wastunglon, DC 200025675

Washegton. 0C 20001-1431 Alerandna. YA 22314.3493



Actual funding proposals or even credible plans to connect schools and
libraries to the NIi, however, do not exist. There is no plan in existence or even
under development that would come remotely close to providing the billions of
dollars that such an effort is likely to cost. The coalition encourages the FCC to act
on our proposal to use the consumer productivity dividend to provide
telecommunications connections for schools and libraries. Such an action would
generate approximately $300 million per year for this purpose. It would require no
additional funds or taxes. And, it would be a credible beginning for the creation of
a viable market for telecommunications within schools and libraries.

We know the enormity of the task will require additional funding, and this is
only one tool to be empioyed to make the Nil a reality for all Americans through
libraries and schools. We promise to work with the Administration, with Congress,
and with industry to develop other funding mechanisms to create an information-
rich education and library system. This is only the first step in what we see as a
long-term effort to marshal our country’s vast resources in support of our citizens.
We and future generations will profit abundantly from it.

\Attachment

Sincerely,
Arthur Curley Gordon M. Ambach
President Executive Director

Council of Chief State
- School Officers

-S4 N

American Library Association

Kenneth F. Melley
Assistant Executive Director
National Education Association

Thomas A. Shannon
Executive Director
National School Boards Association

Timothy J. Dyer

Executive Director

National Association of
Secondary School Principals
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William F. Caton, Secretary lVEE]p“A_Z 21994
Federal Communications Commission
1919 M Street, N.W., Room 222
Vashington, DC 20554

Re: CC Dkt. No. 94-1 (Ex Parte Filing)

Dear Mr. Caton:

This letter, on behalf of the educaticn coalition, answers two
criticisms against the coalition’s provoszl that the FCC modify its
existing "consumer productivity dividend" ("CPD") reguirement in
order to dramatically increase telecommunications infrastructure
investment in the nation’s schools and libraries.® Under the
Commission’s existing price cap rules, local telephone companies
must provide a CPD to interstate carriers by pricing the access
services they sell to these carriers 0.5 percent below the maximum
price that otherwise would be permissible. The agency requires a
modest price subsidy to interstate carriers on the theory that they
might pass the benefits of the subsidy to their customers by
lowering the price they charge for interstate communications ser-

v The education coalition is composed of The American
Library Association, The Council of Chief State School Officers,
The National Association of Secondary School Principals, the
National Education Association, and the Natiomnal School Boards
Association. The coalition made its proposal to the FCC in written
comments filed June 29, 1994 in response to the agency’s request
for suggestions on how to improve existing price cap rules for lo-

cal telephone companies. See Notice of Proo. Rulemaking in CC DkKt.

No. 94-1, 9 FCC Rcd. 1687 (1994). The Computer and Communicatiqns
Industry Association made a similar proposal to the FCC in its
written comments.
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vice.¥ Importantly, the FCC did not reguire interstate carriers
to pass through to their customers the benefits of this subsidy.
Nor did the agency require that any voluntary pass-through go to
any particular class of customers. And the agency did not estab-
lish any mechanism by which to determine the ultimate beneficiaries
of this subsidy.

In comments filed June 29, 1994 with the FCC, the education
coalition proposed a specific way in which the agency could modify
its CPD requirement in order to ensure that consumers actuallv
benefit from the CPD. More specifically, the coalition recommended
that the Commission give each locazl telephone company a choice.
The company either could continue to give interstate carriers a 0.5
percent subsidy in the price they pay for access service or it
could price this service at a level which does not contain this
subsidy and instead earmark for school infrastructure modernization
an amount from access service revenues equal to the CPD amount.
Under the coalition’s plan, schools and 1libraries served by
participating 1local telephone companies could pay for infra-
structure modernization by drawing from this CPD account. The
coalition asked that the FCC open a further rulemaking to develop

implementation details.

While there has been almost no ovovosition to the coalition’s
proposal in written comments to the FCC, one recent press report

guotes an unidentified "consumer advocate" as contending that the
coalition’s proposal constitutes an effort to convince the FCC to
impose a "tax". Elsewhere, it has been asserted that the FCC does
not have jurisdiction under the Communications Act to adopt this
plan. Both arguments are frivolous as shown below.

I. The Coalition’s Provosal Does Not Constitute a "Tax"

Adoption of the coalition’s proposal would not put the FCC in
the position of levying a "tax". First, the coalition proposal
does not constitute a "tax" on interstate carriers. A "tax" is an
assessment. The coalition has not proposed that the Commission
levy an agsessment on interstate carriers but instead that it
eliminate a modest gubsidy that the present CPD provides them.

2/ See Policy and Rules Concerning Rates for Dominant

Carriers, 5 FCC Rcd. 6786, 6796 (1990) (adopting existing CPD
mechanism and explaining rationale for this mechanism) .
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Nor does the coalition’s proposal constitute a tax on loczl
telephone companies. Voluntary payments do not constitute a
"tax."¥ As indicated above, the coalition has asked the FCC to
permit, but not to require, each local telephone company to decide
whether or not to participate in the plan.

The coalition‘s proposal also is not a "tax" because its
primary purpose is to accomplish a communications regulatory
objective rather than to raise revenue. Courts have held that a
regulation 1is a tax onlv when its primary purpose is to ra*se
revenue . %/

II. The FCC Has Clear Authority Under the Communications Act
to Adoot the Coalition‘s Plan

The claim that the FCC does not have jurisdiction under the
Communications Act to adopt the coalition’s proposal is egually
ridiculous. By its express terms, the Communications Act gives the
Commission jurisdiction to adopt regulatory policies which ensure

that "all the people of the United States . . . (have
telecommunications service provided by] adequate facilities
{and delivered at] reasonable charges . . . ."¥ In Republican

Administrations, the FCC has taken numerous steps to require
telecommunications providers to subsidize specific customers in
order to carry out this statutory obligation. For example, in 1987
the FCC adopted rules regquiring communications service providers to
pay up to half of poor peoples’ loccal telephone installation and
connection charges.¥ 1In 1986, the agency adopted rules requiring
communications carriers to pay all or part of the subscriber line
charge for poor people living in those states which provide a

EY City of Vanceburg v. FERC, 571 F.2d 630 (D.C. Cir. 1377),

cert. denied, 439 U.S. 818 (1978).

&/ San Juan Cellular Telep. Pub. Service Commission, 967

F.2d 683 (1lst Cir. 1992); EEI&LJEQ&EQQE__QQQLuaéL__a_EES. 838
F.2d 1307, 1314 (D.C. Cir. 1988); Brock v. Washington Metro. Area
Transit Auth., 796 F.2d 481, 489 (D.C. Cir. 1986), cert. denied,

481 U.S. 1013 (1987); Tindal v. Block, 717 F. 2d 874, 887 (4th Cir.
1983), cert. denied, 465 U.S. 1080 (1984)

s/ 47 U.S.C. §§ 151, 154(i).

8/ Link Uo America, 2 FCC Rcd. 2953, 2955-59 (1987).
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matching subsidy. 1In 1984, it required carriers to subsidize the
cost of telephone company local loops in areas where the cost of
providing telephone service is substantially higher than the
national average.¥ In 1989, the agency stated that it had
jurisdiction under the Communications Act to require that carriers
subsidize the cost of providing telephone relay service, a service .
which facilitates telephone communications by hearing impaired
people.? Commission rules even require subsidized telephone rates
for certain businesses. For example, for more than a decade the
agency has required local telephone companies to offer subsidized
rates to enhanced service providers. The coalition’s proposal
-- by providing a regulatory mechanism to speed deployment of
information infrastructure in the nation‘s schools and libraries --
is merely one more way in which the FCC can meet its statutory
obligation to promote universal availability of telecommunications

service ./

¥ Lifeline Assistance, 51 Fed. Reg. 1371 (1986), aff’'d,
1 FCC Rcd. 431 (1986), modified, 2 FCC Recd. at 2955-56, further
modified, 3 FCC Rcd. 4543, 4552-53 (1988).

2  Bmendment of Part 67 Rules, 96 FCC 2d 781 (1984),

modified, 50 Fed. Reg. 939 (1985), further modified, 2 FCC Rcd.
2953 (1987). v

3 Access i i ioment _an ices b

Access to Telecommunications Egujoment and Services by
the Hearing Impaired and Other Disabled Persons, 4 FCC Rcd. 621¢,

6215-16 (1989) .

10/ Access Charge Recon. Order 97 FCC 2d 682, 715 (1983),

aff'd, 6 FCC Rcd. 4524, 4534-35 (1991) (specifying an interstate
access charge for enhanced service providers that is steeply
discounted from the access charge that all other service providers

must pay) .

&/ 1n the rulemaking in which the coalition made its
proposal, the FCC itself recognized that it had jurisdiction to
adopt a regulatory plan along the 1lines of the coalition’s
proposal. It did this by explicitly requesting proposals for
modifying the existing price cap rules in ways that would speed
"development of a ubiquitous, national information infrastructure."
9 FCC Rcd. at 1693.
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it.

CONCLUSION

Contrary to recent claims, the education coalition’s proposal
.for modifying price cap rules does not constitute a "tax", and the
FCC plainly has jurisdiction under the Communications Act to adopt

Respectfully submitted

EDUCATION CQALITION

/ :
FZWWQ NICAS / f

Henry R. Rivera / v
Rodney L. Joyce

its Attorneys



ICA, CFA TEAM ON LETTER TO GORE; CRITICIZE EDUCATION COALITION-BACKED PLAN

The International Communications Association (ICA) and the Consumer Federation of America (CFA) on
Wednesday (Dec. 7) fired off a joint letter to Vice President Gore soundly criticizing a school/library telecom
infrastructure plan supported by the so-called Education Coalition. Thge two groups described the coalition-backed

plan as “misguided and unfair” and possibly “illegal.”

The joint ICA/CFA letter is the second such collaboration of the two powerful organizations in as many weeks,
The two groups sent a jointly signed letter to Federal Communications Commission Chairman Reed Hundt last week,
spelling out in finite detail theire mutally held objections to the Education Coalidon’s proposal (ses related story).

This weelk, in their joint letter to Gore, ICA and CFA said that the answer to the problem of how best to hook up
schools to the information superhighway does not rest in placing what would amount to “a back door tax” on captive
ratepayers of the Tier 1 local exchange carriers. “Rather, the answer should come from well-reasoned, publicly
debated and comprehensive telecommunications policy,” the ICA/CFA leuter said.

ICA is the world's largest organization representing major users of telecom equipment and services. CFA is

generally recognized as the nation’s largest consumer advocacy organization. The complete text of the groups joint

letter to Gore follows: .

ICA/CFA Letter to Al Gore

Vice President Albert Gore
Office of the Vice President
©Old Executive Office Building
Washington, DC 20501

; e December 7, 1994
Dear Vice President Gore: | ’

We have become aware of the efforts by some in the
education and library community to urge the Federal Communi-
cations Commission (FCC) to use funds from the consumer
productivity dividend portion of the FCC's price cap pian which
governs the interstate access rates for the local monopoly tele-
phone companies, to wire up the classrooms and libraries for
connection to America's telecommunications infrastructure.
While we share these groups’ concemns about the lack of infra-
structure in these critical facilities, we believe their plan is, at
best, misguided and unfair and, at worst, illegal.

As representatives of captive residential and business
ratepayers we share the frustration that. the majority of our
nation’s libraries have not yet entered the telephone age while the
country is on the verge of entering the information age. The
answer to this problem, however, is not a back-door tax on this
nation’s telephone consumers, which is in essence what has been

suggested. Rather, the answer should come from weil-reasoned,
publicly debated and comprehensive tzlecommunications policy.
Your comments made at the commencement of the FCC’s PCS
auction explores just one option for funding that does not came
at the expense of captive telephone ratepayers.

We have filed comments with the FCC which lay cutmany
of the concems held by captive telephone ratepayers with the
plan put forth by the education and library groups. A copy of the
filing is attached. Our numerous concerns include:

» Questionabie legal authority of the FCC to require such
a program.

+ Absence of competitive bidding for lowest cost deploy-
ment of infrastructure.

+ Effect of the plan on the ability of the FCC to implement
aresponsible price cap regime.

 Access to infrastructure funding for other important
public facilities.

The problems with the current price cap regime should be
corrected by the FCC during its current review of its price cap
rules thereby lowering telephone rates. Captive telephone
ratepayers should not be further disadvantaged by being forced to
contribuite funds that are rightfully theirs to a purpose, regardless

——

" of its merit, for which these funds were not intended or designed.’

We hope the administration will look carefully at this
important policy issue and avoid harming captive consumers or
the competitive market environment that many are working to
develop for local telecommunication services. We need a com-
prehensive public policy to assure universal access and universal
service at just and reasonable rates, and the proposal put forth by
some groups on the library and education community fails to
meet these critical objectives.

We would welcome the opportunity to discuss these issues

further with you and your staff. {

l

Very truly yours,
Bradley Stillman
Consumer Federation of America

Brian Moir
International Communications Association
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December 19, 1994

Vice President Albert Gore
Office of the Vice President
0ld Executive Office Building
Washington, DC 20501

Dear Vice President Gore:

The purpose of this letter is to respond to the December 7, 1994, letter
you received from the Consumer Federation of America (CFA) and the
International Communications Association (ICA) about our filing in the FCC
Price cap review process.

CFA and ICA share our concern about the lack of infrastructure for
schools and libraries but have other concerns about our proposal. We would
like to respond specifically to the issues (shown in quotations below) they
raised regarding our filing.

1. "Questionable legal authority of the FCC to require such a program."”

We have enclosed the legal interpretation that we have filed as Ex Parte
Comments with the FCC regarding the appropriateness of our filing. It
explains that the FCC has the clear authority under the Communications
Act to adopt our plan and also explains that our proposal does not
constitute a tax, as CFA and ICA would have you believe. :

The FCC clearly has authority to make our suggested pro-consumer and
pro-education change in the access prices mechanism. School and library
participation in the communications infrastructure have been widely
identified as being a public policy objective several times by the
Congress, by the FCC, and by the Clinton Administration.

The FCC has taken actions based on public policy objectives like this in
the past. Linkup America and Reach Out America are examples of FCC-
sanctioned subsidies to encourage poor residential consumer's
participation in the communications infrastructure.

In another example, the FCC determined it was a public policy objective
to encourage a commercial segment's participation in information
services over the public network. To do this, the FCC approved an
Electronic Services Providers (ESP) exemption from subscriber line
charges that all others, even residential customers, must pay. We would
like to remind CFA and ICA of these precedents and these clear
demonstrations of the FCC's authority to act as we request.

2. "Absence of competitive bidding for 1lowest cost deployment of
infrastructure."
Navonal Asseciation of Councd of Chvef State Scheoel Officery Natenal Schoo! Baards :n::«n Library Alu;izion N-lx\d uu:um
asondary Scheol Princi orve, . A Mt ION \ arytand Avenus, N. R SOCHILISN
“:-l Agsacieten Orive oot ::::‘7.0‘0‘““‘““’ A o te80 ;I:: Straed Washwngion, OC 20002.5875 1201 160 Sireet. WY,

Reston, VA 22091.1517

Washington, OC 20001-143 1 Alevandna, VA 27114-349)
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We will address this specifically in the Ex Parte Comments that we will
be filing with the FCC about a second proceeding that would be needed to
work out the details of how our plan would work.

More important, however, is the point about funding. Fair pricing is
important, but it is lack of funding (not competitive bidding) that has
kept 96% of classrooms and 80% of libraries off the NII. We cannot
stress this point enough, that lack of funding, not lack of competitive
bidding, is the deterrent to school and library participation in the
NII. Please do not be deceived by the competitive bidding red herring.

Fair prices are assured by tariffing processes at both state and the
Federal commissions on telecommunications services for which there are
no or few competitive alternatives. Some of our schools and libraries
are located in areas where there are no viable competitive alternatives
to the public telephone network. In instances where there are
competitive alternatives, competitive bidding can, just like tariffed
prices, approximate fair prices. On balance, however, competitive
bidding is no panacea despite what CFA would like to suggest.

We recognized early in our development of our plan that safeguards are
important when making funding available for schools and libraries. We
have given this a great deal of thought and will present recommendations
to the FCC which can institute such safeguards.

"Effect of the plan on the ability of the FCC to implement a responsible
price cap regime."

We are surprised and find it ironic that CFA opposes funds designated as
the "Consumer Productivity Dividend" being directed to benefit school
children, library patrons, and local taxpayers, but has been silent over
the last four years while the interexchange carriers have received those
same funds but evidently not passed them through to the "consumers."

Under our plan, the local taxpayers, children, and library patrons will
derive far more public interest use of the funds than the interexchange
carriers have over the last four years. We are convinced this is a
responsible way tc assure the general public derives the benefits the
FCC originally intended. We carefully checked interexchange prices
before reaching this conclusion, and we would encourage CFA to do the
same. It appears that 1long distance prices charged residential
consumers by the interexchange carriers have been going up, despite the
prices charged them by the local exchange carriers going down. Clearly
the Price Cap from local carriers prices gave interexchange carriers an
opportunity to lower prices, but ordinary residential consumers have not
seen any such benefit -- the interexchange carriers do not pass it along
to them. Our plan does not rely on a voluntary behavior change by the
interexchange carriers,

"Access to infrastructure funding for other important public
facilities."

While there are many institutions whose participation in the NII may be
an important public objective, there seems to be public consensus about
few of them. Education is one of those few -- both for the nation's
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children and for those who work at refurbishing their Jjob skills in
lifelong learning. Education has been a top priority on the NII. This
has been clear from statements on telecommunications priorities made by
the FCC, the Clinton Administration, and the Congress. We agree with
that priority and are using legitimate, even if creative, ways to meet
those objectives. As a pragmatic matter, we believe that half a loaf is
better than none. To that end, we believe that acting now, and in
pursuit of a top priority public objective, is wiser than awaiting the
unlikely condition that all public policy objectives can be fulfilled
simultaneously. We cannot afford to wait.

We believe that our proposal is a viable approach and that it can help
insure equitable access to advanced telecommunications technologies and
the enormous resources of the NII for students in clasarooms and library

patrons. Thank you for your consideration of ocur comments.

Sincerely,
Arthur Curley Gordon M. Ambach
President American Library Association Executive Director

Council of Chief State
School Officers

X,_Jgguaaﬂa et O

Kenneth F. Melley Timothy J. Dyer
Assistant Executive Director Executive Director
National Education Assocciation National Association of

Secondary School Principals

o SR

Thomas A. Shannon
Executive Director
National Schocls Boards Association

Enclosure
cc: FCC Chairman Reed Hundt
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cally oriented documentaries "overwhelmingly have supported President Clinton and his agenda." Meanwhile, Peo-
ple for the American Way has launched direct mail campaign to save public broadcasting. Also jumping on anti-
Gingrich bandwagon is Independent TV Service (ITVS), which said: "No one, producer, administrator or audience
member, after all our years of hard work, can afford to stand idly by and witness the potential erosion" of public
broadcasting.”" However, it said, new Congress will do its utmost to pare down federal funding by weeding out pub-
lic broadcasting entities, "like it or not." ITVS said it favored launching "extensive informational outreach cam-
paign" to educate incoming lawmakers to fact that PTV as "difficult and unwieldy" as it may be at times, "has never
been more vital and essential” than it is today.

TELEPHONY

X 3dbs S auction goes .. acation starting Thurs., will resume Jan. 4. High bid totals have
been increasing in $100,000 increments this week, totaling $1.4 billion in round 17 Tues., $1.31 billion in round 16
Mon. N.Y.C. remained highest-priced market by far with WirelessCo bidding $221 million for only license available
there. Next highest market is San Francisco, where 2 licenses are available. Craig McCaw bid $94.8 million for one,
Pacific Telesis $87.5 million for other. Auction began Dec. 5.

FCC denied GTE request for extension of wajver that had permitted it to charge premium access rates in areas
that use nonpremium switch technology. Waiver, granted in 1993 and expiring at end of this year, allowed GTE to
charge premium rates in 36 central offices that don’t have electronic switches capable of offering equal access. Such
step-by-step or electromechanical switches provide equal access through various alternative technologies but pro-
duce more postdial delay. GTE asked for waiver extension until end of 1997 for 10 switches in Ia. and until end of
1998 for 9 in Ind. FCC Common Carrier Bureau said in Dec. 16 order that "it is not reasonable for GTE to continue
to charge premium rates for less-than-premium switched access service for a prolonged period of time." Commis-
sion said GTE can continue to charge current rates for another month while FCC reviews new rates.

AT&T tanff introducing 500 service went into effect Dec. 18 after FCC denied MCI petition to reject it. MCI
had argued that because tariff involves new service, AT&T had to give longer notice and file cost support. AT&T
later submitted cost support, and FCC decided no investigation was needed. Meanwhile, MCI sought rejection of
500 access tariffs submitted by Ameritech, Pacific Bell, Southwestern Bell. MCI said Southwestern’s overhead load-
ing factors are too high, Ameritech’s NXX activation and deactivation rates are higher than those of other LECs and
Pacific didn’t provide sufficient cost support.

In.never-ending battle of letters, coalition of educators and librarians sent letter to Vice President Gore Mon. de-
fending their plan to use price cap-related funds to connect schools and libraries to information infrastructure. Letter
was in response to carlier one sent by Consumer Federation of America and International Communications Assn. ask-
ing Administration not to support coalition plan. Group said: "We are surprised and find it ironic that CFA opposes
funds designated as the ‘Consumer Productivity Dividend’ being directed to benefit school children, library patrons
and local taxpayers but has been silent over the last 4 years while the interexchange carriers have received those
same funds but evidently not passed them through to the consumers."

Southwestern Bell (SWB) 4-vear incentive regulation experiment that began in 1990 has resulted in "benefits to

ratepayers as well as missed opportunities for improvements," Tex. PUC staff report concluded: "Most of the in-
creased returns have been paid to the corporate parent rather than being reinvested in telephone operations in Texas."
Report said that SWB "has complied with the specific infrastructure investments required by the plan, but its in-
creased returns have apparently not been sufficient incentive to encourage it to invest in telephone operations beyond
that level." Plan called for 4-year freeze on SWB’s basic rates to reduce installation and Touch-Tone charges, up-
grade network, eliminate mileage charges and multiple-party service, extend metro service to 32 communities, start
discount program for low-income subscribers. In return, PUC granted rate of return of 10.49-12.06% and allowed
SWB to recover 50% of earnings between 12.06% and 14.5%. PUC said SWB gained efficiency but "shortcomings
in the way the sharing levels were measured by overall rate of return instead of return on equity meant that ratepayers
have not benefited fully." Staff report covered first 3 years of plan. Results in 1994 won’t be available until March,
PUC said.
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Cumiative Sharehoider Retums, Jan 1, 1991 = 100

Recent Trends In Prices And Shareholder Returns In Local
And Long Distance Telecommunications Markets
Despite reductions in exchange access charges that have occurred since the LECs’ price cap

pian was implemented in 1991, the interexchange carriers (IXCs) have ralsed interstate long
distance rates sharply over the past 2 years. . .

interstate Long Distance Rates
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. . . shifting biilions of dofiars from local and long distance customers to IXC
shareholders.

[

Note: Cumuiative shareholder retums are based on market welghted monthly averages of total shareholder retums for individual companies.

Sources: Bureau of Labor Stalistics, FCC, Compustat



From the internet

Date: 5 Dec 94 11:01:00 EST

From: "wtn" <win@wtn.com@WINS@BISVG1>
Subject: AT&T Raises Rates

To: <wtn@wtn.com@WINS@BISVG1>
WASHINGTON TELECOM NEWSWIRE ...

December 5, 1994
AT&T RAISES RATES ON DOMESTIC CALLS

AT&T announced a rate increase today that will add an average of 35
cents to its customers domestic, direct-dialed long distance calls
effective December 16.

The affect of the 3.9 percent increase will be a total of about
$274 million, the long distance company said. The increase is
dependent on tariff effectiveness.

Most mileage bands and time periods will be affected, in addition
to some optional calling plans, AT&T said.

Last week, the company said it also filed to increase the service
charge for international operator-handled calls, as well as per-
minute prices for operator handied calls made to certain countries,
also effective Dec. 16.

Services charges for all AT&T international operator-handled calls
will increase from $4 to $4.50. The per-minute price for AT&T
international operator-handled calls to 19 countries will increase
an average of 7.7 percent. The new prices are expected to increase
the company’s annual revenue by about $15 million.

##E
(Transmitted at 11 a.m. ET) 590-94

For more information, contact Washington Telecom Newswire at (703)
264-9730

Chris Valmassei
Washington Telecom Newswire I Internet: wtn@wtn.com
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ALL THOSE LONG-DISTANCE DISCOUNTS
ARE SWEET, BUT ...
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; INTERSTATE RATES, ALTHOUON SHARPLY LOWER SINCH THE ATAT SREAKUP IN 1984, HAVE S2IN RISING OVIR TME PAST FOUR YIARS

Hikes in basic rates are offsetting special deals and sending p
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hone company revenues ever higher

get a lot of pitches beseeching vou o !
switch from one deeply discounted |
long-distance service 10 another. With :
the intense competition among MCl's |
Friends & Family, AT&T's True Usa Sav-
ings. and Sprint’s The Most. long-dis-
tance telephone customers must be get-
ting some great deals, righce?
Not necessarily. Data compiled by the
! Bureau of Lsbor Statistics show that
basic interstate long-distance rates,
. though' down precipitously since the
. breakup of the Bell System in 1984, have
. been rising for the past four years—by
" nearly 10% from January, 1990. wo July.
1994. The hikes offset the discount plans
and, along with rising calling volume,
helped the long-distance industry post a
healthy 8%-plus revenuve gain in the sec-
ond quarter. That compares with a year-
over-year gain of slightly less than 5% in
1993's second quarter. As a recent study
by market researcher Yankee Group Inc.
notes, carriers “seem to be funding the
marketing wars lately by slowly increas-
ing basic...rates.”
The proof is in the Federili Communi-

! E f you own 2 teiephone, you probably !

cations Commission filings. In the past
vear, AT&T. which carries about 60% of
the ration's long-distance traffic, has
raisec the per-minute charge for bdasic
calls three times—by 4% in August.
1993. 8.3% on Jan. 1, and 4% on June L
And the increases xeep coming: On Aug.
29, 17&T filed a request with the FcC
to raise domestic calling-card rates by an

average 2.1% and international services
by 1%:. A month earlier, it had reqguest-

BLS findings. arguing that extensive use
of discounts that range from 10% w 35%
makes the basic rate irrelevant—like a
car's sticker price. “Nobody, absolutely
nobody, pays sticker price.” asserts MCI
President Gerald H. Taylor. |

That's not exactly acecurate. While .
nore of the long-distance carriers re-
| veals how many subscribers are on dis-
count pians. Yankee Group estimates
that sorme 11 million are enrolled in MCI's

ed rate hikes on 800 lines
and international calling-
card calls.

Loexsrep. So what, you

RINGING UP

Friends & Family. 6.5 mil-
lion in aT&T's True USa
Savings program, and 3
million in Sprint’s The

say—TI'll just switeh to n

MCl or Sprint. It won't
save you muck. MC! Com-
munications Corp. and

jil

HIGHER RATES

PRODUCER PRICE INDEX
L fo ST _
LONG-DISTANCE SERYICE

Most. Since there are
more than 140 million
phone lines in the U.S.. it !
stands to reason that mil-

Sprint Corp. have raised
their basic rates virtuaily
in lockstep with AT&T.
With some 83% of the
long-distance  market
among them. the big
three are unlikely to set

il

[ N W

lions of callers, at the
least, are paying sticker
price.

The carriers also bran-
dish a set of statistics
snowing that, overall,
rates continue to deciine.
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off a genuine price war.
The three dispute the
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| The true measure of the
} market. they sav. is the
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average price per minute paid for long-
distance service. That price, which fac-
tors in all discount plans, has declined
every year for the past decade—by 411%
in actual dollars and 68.3% when adjust-
ed for inflation, according to ATET.

But the average price per minute is
more than just the money shelled out by
consumers. It also includes the deeply
discounted rates paid by corporations,
which negotiate their own deals with
the carriers. Still, even with steep corpo-
rate price cuts added in, the decline in
the average rate is slowing. The mea-
sure fell 2.6% during the second quarter
vs. 2 4% drop a year earlier.

Even AT&T doesn't deny that tariff
hikes are offsatting the cost of promo-
tions. In its 1993 annual report, ATeT
told of a $750 million rate increase filed
last December and a new bargain offer-
ing for high-volume callers. “We expect
the effects on revenues of this discount
plan and those 1994 price increases to
oifset each other,” it said. Certainly the
second-tier long-distance companies are
aware of this balancing act. “The promo-
tions may make it look like there is
price competition in residential, but the
fact is that the base rates have created
profit margins that are much better than
you get from businesses,” says H. Brian
Thompson, chairman of long-distance
compeny LCl International Inc.
PROPAGANDA MiILL. One of the reasons
profits are better is that costs are lower.
The access fees that interstate carriers
pay to use local lines, which account for
about 40% of their costs, have been fall-
ing steadily for years. At one time,
those savings were automatically passed
i| on to consumers. But since 1989, when
the FCC allowed AT&T more flexdbility in
setting rates, one no longer necessarily
foliows the other. The change helped in-
crease operating earnings for the sec-
ond quarter by 12.4% for ATeT. 20.8%
for MCl, and 33.3% for Sprint.

All of this is grist for both sides of
the propaganda mill in Washington. As
Congress debates an overhaul of tele-
communications regulations, the local
phone companies argue that they should
be given entry to the long-distance mar-
ket, contending there is no true compe-
tition there now. But the long-distance
carriers say they are operating in one of
the most competitive markets in the
world. They do have one unshakable
fact on their side: Interstate rates have
dropped a lot further in the past 10
vears than local tariffs,

So both sides continue to hit mem-
bers of Congress over the heads with
their rate charts. Meanwhile, what's a
consumer to do? Well, when they call
to enroll you in a discount plan, don't
hang up.

If you feel like your money
is going nowhere, invest in
Janus Worldwide Fund.

With Janus Worldwide
Fund, you might buy into a
technology stock in Singa-
pore. Or a medical firm in
Germany. Or a multinational
company based in Sydney.
Or a world of other exciting
investment opportunities
that helped this no-load fund
achieve an average annual
total return of 18.54% for the
life of the fund.*

If you're interested in an
investment that has the poten-
tial to really take you some-
where, here's a chance to put
your money to work on a
global scale.

Call or send in the coupon
today for a free prospectus
containing more complete
information, including ex-
penses and special risks
associated with foreign
investing such as currency
fluctuations and political
uncertainty. Please read the
prospectus carefully before
you invest or send money.
BECAUSE IT’S NOT HOW MUC
YOU INVEST. 11'S HOW SMAR
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ONE YEAR 17.§8%
LIFE OF THE FUND 18.54%

From wncepiion - May 15, 199]

)

By Catherine Arnst in New York J

INFORMATION PROCESSING

JANUS WORLDWIDE FUND
PO. Box 173375, Denver, CO 80217-3375
1-800-525-8983 Ext. 630

*Figures are based on total return. including reinvestment of dividends and capital gains.
Past performance does not guarantee future resuits. Your return and share price will

vary and may be worth more or less at redemption than at purchase.
Funds diunibuied by Janus Disitintors, Inc. Member NASD.

YES - | would like to know more about

Janus Worldwide Fund! Send to:
Janus Funds
P.O. Box 173375
Denver, CO
80217-3375
1-800-525-8983
Ext. 630

Name
Address
City/State/Zip

Janus Funds are no-load mutual funds.
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